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Altschuler, Melvoin and Glasser LLP

Certified Public Accountants

Independent Auditors’' Report

Stockholder of
Dillon Capital, Inc.

We have audited the accompanying statement of financial condition of Dillon Capital, Inc. as of
December 31, 2005 that you are filing pursuant to Rule 17a-5 of the Securities and Exchange
Commission.  This financial statement is the responsibility of the Company's management. Our
responsibility is to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards.” Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statement. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of Dillon Capital, Inc. as of December 31, 2005 in conformity with U.S.
generally accepted accounting principles. ‘

Chicago, Illinois
February 16, 2006

One South Wacker Drive, Suite 800, Chicago, lllinois 60606-3392 ‘
312.384.6000 Fax 312.634.3410 www.amgnet.com ‘ 1



Dillon Capital, Inc.
Statement of Financial Condition
December 31, 2005

Assets

Cash
Private placement fees receivable

Total assets

Liabilities and Stockholder's Equity
Liabilities

Accounts payable
Stockholder's equity

Total liabilities and stockholder's equity

$ 6,232
| 40,000
3 46,232
$ 5500

@ 40,732

s 46232

See accompanying notes.



Dillon Capital, Inc.
Notes to the Statement of Financial Condition
December 31, 2005

Note 1 Nature of Operations and Significant Accounting Policies

Nature of Operations—Dillon Capital, Inc. (the "Company") is registered as a broker-dealer with the
Securities and Exchange Commission (SEC) and is a member of the National Assocnétnon of Securities
Dealers (NASD). The Company's business activities include the private placement of securltles and the
selling of limited partnerships interests. ‘

Use of Estimates—The preparation of financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ from
those estimates.

Income Recognition—Private placement fees and related expenses are recognized at the time the
private placement is substantially completed and the income is reasonably determinable.

Income Taxes—The Company has elected to be taxed under the Subchapter S provisions of the
Internal Revenue Code. Under these provisions, the Company does not pay Federal corporate income
taxes on its taxable income. The stockholder is liable for individual income taxes on the Company's
taxable income.

Note 2 Related Parties

The Company has entered into an agreement with an entity affiliated through common ownership
whereby certain operating expenses of the Company are paid by the affiliate and reimbursed by the
Company.

Note 3 Concentration of Credit Risk

The Company maintains its cash in a bank deposit account that, at times, may exceed‘federally insured
limits. The Company has not experienced any losses in such accounts. Management belleves that the
Company is not exposed to any significant credit risk on cash. :

Note 4 Net Capital Requirements and Subsequent Event

The Company is a broker-dealer subject to the Securities and Exchange Commission Uniform Net Capital
Rule (Rule 15¢3-1). Under this rule, the Company is required to maintain net capital of 6-2/3 percent of
"aggregate indebtedness” or $5,000, whichever is greater, as these terms are defined.. Net capital and
aggregate indebtedness change from day to day, but at December 31, 2005, the Company had net capital
and net capital requirements of $732 and $5,000, respectively. The Company did not meet the minimum
capital requirements at December 31, 2005 due to the declaration and payment of dividends in December
2005 prior to the collection and deposit of earned private placement fees. Private placement fees of
$40,000 were deposited into the Company's bank account on January 4, 2006, which increased the
Company's net capital above its net capital requirement. The net capital rule may effectively restrict the
withdrawal of stockholder's equity.




Altschuler, Melvoin and Glasser LLP

Certified Public Accountants

Independent Auditors' Report on Internal Control

Stockholder of
Dillon Capital, Inc.

In planning and performing our audit of the financial statements of Dillon Capital, Inc. (the "Company")
for the year ended December 31, 2005, we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control. .

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the "SEC"), we have
made a study of the practices and procedures followed by the Company, including tests of compliance
with such practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g),
in making the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11).

Because the Company does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not review the practices and procedures followed by the Company
in any of the following:

1. Making quarterly securities examinations, counts, verifications, and compa‘risons, and the
recordation of differences required by Rule 17a-13. ‘

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal‘j control and the
practices and procedures referred to in the preceding paragraphs. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls and of the practices and procedures referred to in the preceding paragraphs, and to assess
whether those practices and procedures can be expected to achieve the SEC's above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable, but not absolute, assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition, and that transactions are
executed in accordance with management's authorization and recorded properly to permit preparation of
financial statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraphs.

One South Wacker Drive, Suite 800, Chicago, Iilinois 60606-3392
312.384.6000 Fax 312.634.3410 www.amgnet.com 1 4




Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters that might be material
weaknesses under standards established by the American Institute of Certified Public Accountants. A
material weakness is a condition in which the design or operation of one or more of the specific internal
control components does not reduce to a relatively low level the risk that misstatements caused by error
or fraud in amounts that would be material in relation to the financial statements being audited may occur
and not be detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted the following matter involving internal control that we consider to
be a material weakness as defined above. This condition was considered in determining the nature,
timing and extent of the procedures performed in our audit of the Company's financial statements as of
and for the year ended December 31, 2005, and this report does not affect our report thereon dated
February 16, 2006.

In December 2005, dividends of $59,250 were declared and paid to the Company's sole stockholder. As a
result of inadvertently considering private placement fees receivable as an allowable asset when declaring
these dividends, the Company's net capital declined below the minimum amount required. Management
of the Company filed appropriate notice on February 21, 2006 as required by SEC Rule 17a-11. Private
placement fees receivable of $40,000 were deposited into the Company's bank account on January 4,
2006, which increased the Company's net capital above the required amount. Management of the
Company has informed us that they have established and implemented additional practices and
procedures addressing this matter, which includes the prompt deposit of all private placement fees
received and the preparation of a net capital computation before the declaration of dividends.

We understand that practices and procedures that accomplish the objectives referred tc} in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, except for the matter noted in the above paragraph, we
believe that the Company's practices and procedures were adequate at December 31, 2005, to meet the
SEC's objectives. ‘

It is not practicable for a company of this size to achieve all the divisions of duties and cross-checks
generally included in a system of internal accounting control and, as a result, greater reliance is placed on
close supervision of accounting records by management on a daily basis. h

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, NASD, and other regulatory agencies that rely on Rule 17a-5(g) of the SEC in their regulation of
registered brokers and dealers, and is not intended to be and should not be used by anyone other than
these specified parties.
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February 16, 2006, except for the sixth paragraph
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